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T. ANMALYSIS OF THE CURRGIT STTUATTON L THE PHILIFPINES

A ‘§§§ig Torces -
-1, Economic Eg;ggé. Repairkof the extensi%e war damage is the major

economic problem of the Philipuine Islands. To date relat;Vely little
progress has beﬁn made in this alrcculon. Work on ﬁhe various public pro-
Jects authorlzed under the Phlllppln Rehabilitation Acf has 5ust been
started and private reconstruction actlvlty has been llnlted in scope.

Aside from admihistrative.delays in the case of puollc projects, physical
réhé%ilitetion of'the economy has been impeded by the difficulties of pro-
curitif essential’industrial equipmeht and suppliesq by inadéquate local

.finaﬁéihg facilities, and by iﬁflated domestic pricee. However, these un-
favorable conditions are vvauually being improved, The tiqht equiﬁment

o

situzbion in the US is ea51qg, and. expc”t contzols are being relaxed, War

~

damage payments under. the uel9bllltut“0n Act and the establishment of a

Philippine k

econstruction F;nuqce ucrpowatlon will ameliorate the problemf
of local financing, Prices have fallen steadily; the cost of living is
S0 percent below its postwar peak, although still three times abeve prewar,
.A second major problem .of the Philippine Republic is tﬁe financiﬁg
of the govermment's cost of operaticns Despité the fact that the national
income is estimated at approximately three times the prewar ievei, govern~’
ment revenues for fiscal 1947, reflecting in large parﬁ a lax and often -
corrupt: tax éystem, will neet only‘about Lo percent-of expenditures, The
problen of financing this deficit is complicated by the fact that internal
borrowing for the purpose hés not been practical. Accordingly, an external
budgetary loan from tno Unlted Staues has had to be arranged, The prospects
_are tngt‘51m11ar assistance will be reguested for the next few yéars.
Despite limited physical rehabilitation and governmment fiscal prob-
lems, general economic condltlons in the' Plllippines are better than in
’other.areas that were occupied by the Japanese, The threat of a food crisis
has paséed. Domestic production of fdedqtufo, the main economic aétivit&
of the Islmnds, with the additicn of Iﬂtcrnatlonal Dmcrgency Food Council

(IZFC) allocations, ‘should permit a per capita diet in 1947 ¢lose to premwar
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conémﬁzption. The loczl textile market is well suppliéd; Only in the .

' case of housiné is f;he sitﬁaticn still serious, The most favorable f‘.‘éctor
in th/e Philippine economic situaticn is the country's strong foreign ex-

: chz".ngekpc;slitiOn. During 1947, ciollar receipts, lé;‘ge‘ly in the form of US
Government oﬁtlays , will exceed US $700 ﬁillion, or more ‘th;m three and a
half times the 1938440 annual average.. They will fin'ar;ce al'most' three t:'uﬁes

. the average prewar physical volumne ci" imports é;t current pi‘ices; These' re-
ceip‘;s will continve at a high, althougﬁ declining, level thrcugh 1951,
aggregating about $2.4 _billion for the five~year pefiod. If imporfs for
the period are Limited in the‘mair.x t¢ goods required to vméin’t,ai‘n adeqﬁate
living standards and finance"rec‘cnstijucticn} bPhilippine dellar receip’ps‘

.

should be mere than adequdte,

' 2, Political and Social Forcess At‘ the ’end of the first year of
Philippine independence, political and sccial conditions in the Republic
are geﬁerally stabley, The pro-American administration of President. Roxas
firmly centrecls both Houses of Congress and the local gp.vernmc—nté by the
mchineryf of ‘ohé Liberal Party; and cormands the 1oye-.lt‘y‘of the armed forces,
The Congress has ratified wi‘bhol_J_t excepticn all admini-stration—sponscred_
treaties with thé United states; The vete in the recent "parity"
plebiscité (as to whether to gran{i te US citizens equal riohts in exploiting
Phi.lfippine naturai resources) testified to a great in.crease 1*1 popular

suppert for the Liberals since the April 1946 elections The underlying

political stability of tﬁe Republic is provided by & written constitution
. ‘ ' pattér’ned aftér the US Constitution, Wﬁile the presence of US troog;s and |
V » the retepntion of US militzify and naval bases in the Philippiﬁes'"are indix"eict,
stabllizing factorss Thg pctential threét to governgent authority pfesented ‘
by the 'Ph;kbalahap, a leftist organization of armed peasants oﬁ Lugony has
been reduced to infrequent skirmishes with £hé Mili'tary Police Commands
Eowever; continuing social unrest is to be expected until there is stric£ef
e‘nfor‘cfuament'and further expansion of the governgent's program of agrarian
reforms The Rep\iblic has no dissident r;lincrity problems comparable té those
of other countries of Southeast Asia., Although the Meros still represént
a preblém of cultural assimilaticn, their warlike activities have greatly

diminished in recent years, The largest alien minori’by, the Chinese,

e o . -2 - . Enclosure

0P SECRET

Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A002900070001-2




uw

Declassified and Approved For Releasé 2013/07/31 : CIA-RDP78-01617A002900070001-2

w3

OP SECRET v N Ny
nunbers less than one percent of the population. Some, instances of sociél
©and political instability, notably the Widespread pefty‘banditry and a few
cases of corruption in government, have apparently been caused by a continue-
ation of wartime standards of public meorality under the Japapese occupation,
The Liberals, who now occupy apprbxiﬁatelyvtwo~thirds cf the con-
gressional seats, are supported by the large Philippine business interests
and by some liberal elements, mostly guerrilla veterans, and a few former
collaboraters, ‘Nominallé committed to bringing about ; liberal democracy
., in the Philippines, they have espoused pol;cies slightly more progréséive
than those of previQus administrations. Tﬁeif main legislative activities
so far have concentrated on rchabilitation of the economy andrcooperation .
with the US. Te other mﬁjor party, the Nacionalisté ~— affiliated with
. the 1eftf6f¥center Democratic Alliance -~ affords a rallying point for the
““more nationalistic forces of the Republic., (However, the fwo ma jor parties!
political philésophiés do not differ materially ctherwisé,) The'influence‘
of minor pdrties in Philippine politics is negligible, The Communist Party
numbers less than a. thousand members in a predominantiy‘Catholic pogplation.
Labor unions play an inéignificanﬁ but growing poiiﬁical‘rcle.
Anti-American sentiment in the Philippines has declined recently,
partly as a reéult of. the successful negotiation of cutstanding American-
Philippine tréaties such as the lilitary Bases igreement and‘the reductions
in.Mnerican forces in the FPhilippines, However,'populaf_reseﬁtment is
‘directed againsﬁ US ‘treatment of Philippine war veterans, ?hé free press
. ;s generally impartial but readily expresses opposition to ény aﬁparent

i

violation of the new Philippine sovereignty. -

By Objectives ggg‘Methods of Other Natlons
The aims and activities of other ndtions in the Philippines are Qf minor

importance.relative to those of the United'States. vChina apparently is inter-
" ested mainly in procuring freedom from economic discrimination for the Chinese

ﬁinority in the Philippines, British policy toward the Philippines‘is ’

difectéd primarily at usingbthe preferential nature of American-Philiﬁpine

trade relations as a bérgaining point to justify preferential agreements for

Great Britian with other countries. The USSR,‘which has ncg accorded diplo-

matic reccgnition to the Philippine Republic, utilizes these preferential
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Ameri can—Ph171pnlne relations in 1ts forc¢gn broadcasts as an example of
"imperialistic" Us fqreign policy. Spain recently has showed renewed
interest in strengthening its existing political, social, and cultural

ties with the Philippines,

i

II. AWALYSIS OF ASSISTANCE AIREADY RENDERED

K¢ Analysis of Political and Fconomic Premises on Which Aid Was Based

7

. The assistance tendered by thé US to the Pﬁilippines Wis based primarily
on'respect_fcr Americanbprewar and wartime ﬁromisés "to assist in maklng the
Philippines, as an independent natioﬁ, économically secure." This a2id also
was based on US recogn1t¢on of its liability for legal obllc ticns conbtinuing
from the pericd of American sovereignty ovel the Philippines and on a sense
of gratitude for the Philippine war effort.. It was further appreciated that
assistance legislation wouid help.maintain,a democratic government in the
Philippines, increase US prestj ge in the Far mast, and bring about "closer
cooperation and greater understanding" between the US and ‘the Philippine
Republic,

’It was believed that Philippine political_independence could not be
maintained without meaéures insuring economic securiiy both in short-run
aspects of rehabilitation of the war-devastated econcmy to its prewar status
‘and establishment of budgetary solveﬁcy and in the long-run aspects of
technolégical development toward a greater degree/of'economic self-sufficiency.
Military assistance was provided to help establish and maintain Philippine

national security,

B. Swmary of Assistance Given

Principal caiegories of US Government aid given to the Philippines since
independence or available during fiscal year 1947 orvuntil spent are‘summar—
ized below: |
.. ae War damage claims under Philippine Rehabilitation»Ac@ of

1916, Public Law 370, 79th CONEress* + « s « o « o o o $10,000,000
be Transféf of surplus property under the Philippine

Rehabilitation Act, property valued at o o S e ee s 160,000,000

# The Philippine Rehabllltatlon Act authorizes (1) the appropriation of $Leo
mllllon -as compensatiog for war damago to individuals and private organizations
and $120 million nlus|5Lch additional sums as may be necessary to restore and
improve public property and essential services and (2) the transfer without
compensation of’ US surplus property not to exceed a value of $100 million,
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year 1947 furnished the Philippine Army with food,

Y

1

Funds for restcration of public rcads, port facil-

ities, public property, and health services under
the Philippine Rehabilitatiod Act o « v « o o v o $33,000,000
Funds for the rehabilitation of inter-island eom=

merce, inber-island air navigation, weather informa-
) . .

tion, fisheries, and cdast and goedetic surveys,

and for the training. of Filipinos .in the US under

=

the Philippine Rehabilitation Act o o o o o v « & 10,910,000

Payment to the Philippine Government in return for

- its assumption of responsibility for redemption of

guerrilla currency lssued by authority of ﬁS dqring
war, by transfer ¢f surplus property valued at $37
million and cash payment of $2S ﬁillionlless 45

million for eultural exchange program and for pur?
chase of real estate in the.Philippines for use of

theUS....\.’......¢..e-....c 57,0005000

Advance under terms of FPublic Law 656 of 79th Con-

gress, which authorized the Reconstruction Finance

"Cerporation to lend or extend credit e the Philip-

pihe Goverriment for fiscal_year 1947 in an amognt
not exceeding $75 million o o o ¢ o o o o s s o & 70,000,000
Pursﬁant to Public Law Noe LEL of the 79th'05ngféss o '
an agreement Wa§ concluded betweeﬂ the US and the

Philippine Republic whereby the US would providel

military gssistance t¢ the Philippines for 3 years

conmencing July L, 1946, Under the terms of the

 agreement the US transferred to the Philippine

Govermment arny and air force equipment with a
) .
procurement cost of $35,957,812 and for fiscal - ~

~

o o o .0 h2 LLM 812.
$323,35L,812

fuel, and clothing valued at $6,L87,000
3 TCTAL
Pursuant tc the militéry assistance agreement referred to

above, a US military group of L9 army officers and men, '

and 39 navaliofficers and men are advising and assisting

the Philippine Republic: in military and naval matters,
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is. The War Shipping Adi?ihistra’oion and subsequently the

Maritime Cormission provided most of the inter-island.

sﬁippin? services;in"bhe Philir}“r):il.n:es after the Ware
'Thuse services s whlcn_ weré operated at. -a loss, aff orded
a i’alrlj adeuiuate substitute for the Philippine inter-
island fleet, which was almost wn_olly destroyed durlng
tfx'e Wari.. The vessels used were recently tranéi‘erred to
Philippine ownerships. - ' ' g
. 2es Indlrect Aid
The Phlllp*)mo Trade Act of 1946 (}ubllc I_aw 371, 79th
Congress) provides for eight years cf free t:g‘ade between
the United States and the Philippj:nes and for a subsequent .
tvrenty-year:period of declining cusﬁomé ‘prei‘eréncesdurir‘xg
which the rates of JYllDGd States and Phlllpplno dutles will
be gradaally 1ncreased until, by 1973, preferences w11.L\be:‘
elmmated.
De- A number of snecn.al 'nl'%s:Lons of tech.nlcal experts —— 1nclud1nv
housing, agrlcu'l uaral, financial missions - have been sont
to the Pﬂlllppq.nes 'bc— adv1se the gov_errﬁ;ent \on economic. prob~
lems of récon...'struction.'.vb
Cos: Army and navy empenditures and v'=-'berx:mst beneflts will ugcvre--
. gate approximately \»300 nllJ.lon 1n 1947 and $700 ulllon

over the next 5 years,. The.se»payments are thus greater

than those provided under the Philippine Rehabilitation Act..

Ce AsSistance Pending or Contc’:mplated

l Under the to‘ms of the Philippine Rehabllltutlon Act the ollcw:mg
addltmonal amourts may be expected o be made avallable from time to t:une
untll June 30 -1950:

e War Damage claims o o .+ o . e e e .. e ey n 3390,50630Q0
be Funds for the roswmtwn of Dubllc roads, port fa f‘ll—-
~ities, public preperty, and health services ..\ o o o« 87,000,000
¢e Funds for the T‘Oh(lblll'batl("n of inter-island ccmmerce,
inter-island air navv*atlon, X*Iqatkler information, fish-~
el*ies,. coast and geodetic surveys, and for'trainin;g of

Filipinos in the US, estimated at « o v o o o o o 10,000,000

“TOTAL,  §532,000,000

z . . o '
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2¢ Pursvant to the military assist nce a“reement army and air force

equipment worth $19,302 880 and ships and naval equipment with a -

procurement cost of $L7 ,SOO 000 will b» thrnea cver to the Phlllpplnes in
the near future. The Phlllpplno Government has requested food, fuel, and

clothing aid for its army uarlng flscal 1948 valued at 9.4 million. This

request is now under consideration,

D. Contrlbutlon of Ald to Phlllpplne Recovery

US aid has materially furthered Phlllbplne economic recovery, Budgetary
assistance has enabledvthe Phll;pplne Republ}c to previde services essential
to the maintenance of organiZed gcverﬁment during the postwar transitional
period cf senious fiscal disoréahization; 'Ccastal shibping furniéhed by
thevMaritime Commission‘and mbtor vehicles and réllinglétock from surplus
property transfers ﬁave provided the basis for reestablishing vital water
and land transportation facilities, - Surplus property has also included

. some es senulgl equlpmcnt and supplies needed for the rehabilitation of
industry and agriculture, Indirectly, United States financial aid has
brcvided an cffset against the curre nt large Pblllbplnc urade deficit, The
value of Philippine imports is ncw more than twice the value of exports,
United States aid payments more than cover the discrepancy, o

Pcweve;, the effects cf US aid have not been entirely benellc ial, A
significant result of this assistance has been a substantial currency
iﬁflation in the Philippines despite £he fact that the peso has 100 percent -
dollar backiﬁg; Us expeﬁditures, Principally militaryvoutlayé, have.out-
stripped the availability of goods, thuS’raisiﬁg'prices substantially abové
prewar levels. Although tﬁe coéﬁ éf living is still three times higher
than it was in lQhO the prlce twon& is now dowrmard, This downward trénd
will contlnae as the flow of gcodc fron the US 1ncrenses untll the price

levols in the Philippines and the US approdch equ¢llbr1um,

-~

E. Political Effects of This Aid

It is probable that this aid has contributed to the-inereased popular
suppert and legislative strength of the pro-American Libgral administration,
It has helped to alleviate economic causes of social unrest and thus provided

a framework of law and order for'the'functioning of legitimate government,

- - -7 - " Enclosure

Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A0029000]0001-2




Declassified and Approved For Release 2013/07/31 : CIA- RDP78 01617A002900070001 2

) TOP SECRE .- ' ‘
! _4—-‘"‘ . " B ° "

US military equipment trensferred to the Philippine Government has been
lnstrupbntal in. suppreselng the threat cf the Huxbalahﬂp %0 the government
rarohermore, the aid has made puDllC opinion more favorable to Uo pelicy,
although there is prcbably~still a slight residue of fear of American

"imperialistic" motives. in the Philippines.

II1. U OBJECTTXHS IN THE PHILIPPINE R““”BLLG

In ﬂenerel Us policy is directed toward encoura glnc the creaulon and
malntenance of a strong, 1qdenendunt demncratlc, &nd friendly Dhlllpplne
Republic, Whlle_reccganlng its 1iability for certain obligations centin-

“uing ffom the period‘of American sovereignty over the Philippines, the US
nevertheless attempts to place all ifs relatione wi£h the Philippines ¢on
the basis of dealings between sovereign nations, ‘

Specifically, US policy is concerned with the success of democratic
elements and‘a truly represehtative.fcrm ef gevernmeet in-the  Philippines,
Tt is belicved that, achievement .of these éims, together with attainment of
econoriie objectives, will not -only demOnstfate to the cther peoples of hhe
Far East the compatibility of pclitical demccracy. and econcmic welfare but
also strengﬁhen ties of ideological sympathy betwesn the two countries,

he US is-aise interested in alleviation by the Philioeine Government of
tne.unaerlylnv social und econonic causes of the present agrarian unrest, GZ
feononic obgectLves of the DS in the Philippines include the rehabilitation
of the war devastated Phlllpplne econony, the establishment cf mutually
beneficial trade relations, the diversification and gradual development of
the Philippine econeﬁy toward a state of less dependence on US Preferential
tariffs, the protection of present US 1nvestﬂents and the enlargement of
opportunltles for US capital 1nve5uments there. Us pollcy further aims at
contributing to the mutual protection of the two countries through US
military and naval bases in the.Islends and bilaterai military agreements.'

‘ The US .desires to encourage active Philippine participationrin the United
Hations and all its specialized agencies and has respeoted its independent
_action therein, Finally, Us pOllCJ seeks to keep open the channels for the‘
efchance of information and cultural values in order to aveid nlsundersbandlnss

and misrepresentations between the two countries and to stimzlate the

- culbural evolution of the Philippines.,
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- IV, CONS*DERATTDV OF VARIOUS MEANS OF REACHTNG ODJECTIVES

A; .Econom1c ggggg
Available evidence does not demoﬁstrate a Philippine need for ekternal

Llnunc1al a351stance for budﬁeta ry.or reconstructlon purposes in addition to
that already given, author;zed, or anticipated in order to insure the accom-
plishment of US objectives, Balance .of payments estiﬁates for the five—year
period 1947-51 indicate that dollar receipts will yield a sﬁrplus of more
than $1 billion after financing annmual imports at the 19380 average rate
(a110w1ng a SO percent increase for hlvher prices), Thls surplus, if effect-
ively employed‘should be adequate for reconstruction and development purposes,
and probably will fully tﬁx the absorptive capacity of the'Philippine €CONONLY .
Dollar receipts Wiil be even‘greater if any of the various proposals before.
the US Congress to increase benefits to Phlllpplne veterans are apwrovea.
Additicnal dollars also are available f“cm tne accumulated cash holdings of
the Philippine public, Peso circulation, which is backed by 100 percent -
dollar.reserves, is at three times the prewar level and is being gradually
reduced without hafmful economic effects, The fact that the Philippines
enjoys a very favorable foreign exchange position does not of itéelf
guarantee, howéver,'that sufficient‘funds will be availaﬁle to finance
rehabilita*ion needs, The Pn171p11ne public may not show sufficient dlsp031—

’ tlon to previde needed investment canltul and may dissipate Qubstaﬁtlal
amcunts cf foreign exchange on non-g¢ssential imports, Under these circum-—
stances, the Phlllpplne Gove nment mlght consider it desirable to impose
some controls on 1mports and capital transfers in order to facilitate findnc—
ing of reconstruction and development projects either directly or tnrough
investment in Philippine Govermment bond issues. The establishment of a

-central bank and the introduction bf a.ffactional reserve éurfency sys£em

' would faciiitate the mobilization of private cépital by the Philippine
Govermnent, |

Although the Ph*llpolne Govermment desires addltlonal budﬁetary loans

fron the Unlted States to cover antlclpated dezlc1ts through 1950, it is the
opinicn of the American menbers of the Joint US~PhiliDnine Finaneial’
Commission that such assistance will be unnGCGSSary fcr fiscal year 19h8 or
in the foreseeable future, In their view a program of v1gorous tax adminis-

tration, increased rates of taxation and new “taxes. would provide the
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Phi;ippine Government'with Sufficient’?evenués to financeAifs qperating;
costs, Should such a pfogram fail teyield sufficient revenue, budgetary
retrenchment and a émail uncovered noﬁe issue guaranteed-by the Usttabil-
Aizétioﬂ fund are recommended rather tbaﬁ a'US loan, According to the
Arerican members;‘further budgetary lgans would merelyjreéult in postponing
necessary action to clean up thé prqscnt‘lax arid cofrupt Philippine ta#
administration. In addition, répayment of such loans at a time when fhé‘

balance of payments is less favorable could prove extremely burdensome. -

B Political ledns

Host objectives of US policy in the Philippines are being achieved by
existing USVaid legiglation, Politicél éction‘should be directed primorily
toward the maintenance of present amicable reiations between the two counbriess
To this end, the plan currently'being considered by the US Govermmerit tb
sponsor legislation granting additiénal benefits to Philippine:army veterans
for wartime -services.in the US armed forces is important, Granting t§ these
Veteréns benefits more comparable to.those-received by,&nerican veterﬁné
would serve to eliminate‘an butstaﬁding cause éf anti-American public
sentiment in the Philippines, It would also help offset any friction that
may resﬁit from,Aﬁerican refusal to extend additional finahcial aid, In
- addition, it'is desirable that fﬁturé US‘policy actions in support of
dcmdcratic.forces in the-Philippiﬁes and a truly representative Philippine
Government stress the resﬁect of the US for Philipping independence and
sovereignty; With diplomaticrdi$cretion, one poliéy nove Wouid be to express
encoufagement for the implementation and en}aggement of the Philippine
Government*é‘program of agrarian reform, Whiéh would tend to broaden the
basié of 1aﬁd tenﬁre and alleviate the most important source of social unrest
in the Philippines. It is further suggested that, in the event of thé
continuance of the présent trend toward.a one-party political system in the
Philippinés, the US- Government should bring indirect pressure through its

representatives in the Philippines for the retention of a two-party systéma

Coe United Nations Assistance

~ The United Nations provides a useful vehicle for furthering United

States'ﬁolicy objectives in the Philippines. Iﬁdependént, acpive partici-
pation by the Philippines in the United Nations and its specialized agencies
, contributes to the international prestige and strength of the Republics

Friendly relations between the two governments can be furthered'by United
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States:support of Philippine membership in ﬁhe Councils, Commissions, etCe, of

these bodies and by United States support of preposals dgsigned to extend
the services of these organizations fo the.Pﬂilippiﬁés. Some of these
‘ . services can; a5 the organizations enter into full operation, contribute to
the improvement of economic and sbcial conditions in the Thilippines, and
thus contribute tq,ité political étability. Such international assistance
woﬁld, without impairing in any way»the:friendly.relétions between the two
. countries, léssen the‘degrée of -dependency of the Philippines on the United
States and thereby strengthen its iﬂde?endent statusf

Ve hAGNITUDE NAEUPm AND TIMING OF THE MEASURES REQUIRED WITHIN THE NEXT
N TIREE TO S FIVE YAAHS TU REACH THESE OBJECTIVES

A.' Economic Measuresx
As indicate@lin_section IV-A above, the Philippine Republic shouldbbe able .

to finance governﬁent opgrating costs and reconstruction and development neéds

without reccurse to addiﬁional external aid. The problem is essentially one

.of utilizing available financial rescurces effectively.

B, Political Measures

In fegard to the magnitude, ndiure, and timing of measures.granting
adéitiongl 5enefits to the Philippine Army veterans, it seems most feasible
to adopt the recomendaticns of the iﬂferdepartmeﬁtal committée ﬁhat is at
present deliberating on the issuve, It is appa;ent, moreover, that thé nature
and timing of the measure will be affected by the legislative aétion‘of thé
US Congress. . Howéver, it_ﬁould be desirable that such armeasure grant, as a
minirmum, tﬂe following benefits: +to recognized gue}rillas; pensions for

. service~connected disability or death and National Service Life Insufance
poliéieé; to USAFFE (United States Army Forces in‘the Far East veterans,.sbme
assis%anqe in medical care and hospitalization and educational benefiﬁs. It

~would be desirable that Qctuél disbursement of the 5enefits coincide as
cloéely és possible with the expected announcement of the US decision not to
grant additional budgetary\loéns ‘o the Philippines and precede ﬁhé Novémber
1947 elections in the Philippines in order fo reduce the number of anti-

Anerican campaign speeches. -

VI, PROBABLE AVAIIABILI OF AID FROM EXISTING SOURCES UNDER PIL.SM'T POLICIES

Ao -Q§ Sources

US Government policy with rcsﬁect to the question of extending additional
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‘economic aid to the Philippines is likely to be governed: primarily,

exclusive of domestic political considerations, by the recommendations of

~the Ameriean members of the Joint US-Philippine Financial Commission, Thg

American members, as indicated in Section IV-A, are opposed to Sudgetary
aséistance‘aftér fig¢al 1947, In view of the very strong dollar\poéitiénvpf
the Philiﬁpinqs, ﬁhey are not likely to recommend early additional aid for
reconstruction~and‘development. It may be surmised that‘tﬁe American

members will recommend further aid only if the Philippihe Governmenf conscien—
tibusly tries and fiqu inadequate their proposals for financing the

country!s needs from internal sources.

.

Bes International Sources

Two- potentlal sources of international economic assistande are the
International Monetary Fund and the Internatlonal Bank for Reconstructlon and
Development, -However, in view of its strong balance of payments Dosition and
its 100 percent reserve currency system, it is imprebable that the Pblllpplnes
will require or be elwglolc for aid from the Fund, Whether or not the Interna-
tional Bank for Reconstructiqn and Development will be prepared to extend

financial aid to the Phiiippines will depend on the criteria the Bank uses in

considering loan requests, The 1ndlcat10ns are that the Bank will give primary

conszueratlon to the credit risks involved and secondary consideration to need,
_On'the basis of these.crlueria, the Philippines probably could obtain fairly
substantial assﬁstance. However, if nced is given primary stress the
Philippines probably will be given low priority,

s

VII. ADDITIONAL MAASVHUS REQUIRED FROM THE UNITED STAT

4s pointed out in Section IV-4, the Philippine Republic should not require
additional external finencial assistance, provided that the necessary measures
are taken to mcbiiize effectively the country'!s available financial résoﬁrces.
The Unitedetdtes Government should be prepared to assist the Fhilippines in
preparing and administering a program to this end by lending reduired trained
perscnnel, In addition, this country should .not allow the provisions of the
Philippine.Trade act of 1946 to interfere with the‘carrying out of re@uired
control measures, The Us, for example, should not oppose the temporary appli-
cation by the Ph¢llbp1ne Govevnncnt of exchanpe and import controls if such

actlon appears to be called for in order to conserve forelgn exchange.
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Further, if i)ossible» the US' should assist the Philippines in precuring

Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A002900070001-2

urgently needed equlpment a.nd c'upolles from Anerlca.n manufacturers through the
use of priorities. Finally, in view of the magnﬁcude of the Phi llpolne recon-
struction problem, the US should offer technical and adminis trative assistance
to ﬁelp effect reh_abilitétion iﬁ an c-rdefly and efficient fashion, .

" VITI, WNATURE OF ARRANGEI\ENTS WITH PHILIPPINE GOVERMUENT TC ASSURE
. ACCOMPLISHMENT OF US OBJECTIVES IN TAXING SUCH MEASURES

It is the recc_:mméndation of this paper that no further US aid, be given
the"Philippines’ until all pbssibie measures to exploit the 'c()untryis present
favorable financial position have been exhausted, Then, if it is decided that
additi'onal‘assistance is necessary, to the extent that it ié required for re~
habiliﬁation. or develcoment.purposes it should take the f ormvof US supervised
than money payments. This will minimize the inflatiohary affects of the assist-
ance and help insure that the aid is not diverted into uneconomic channels.

IX, EFFECTS UPON TIEJ HILIPPINES AND UPON US FOREIGN POLICY OF US REFUSAL
TO.GHANT AID OR OF TALLURE O PROGRAM U'\‘D_R’I‘!u\m

e i

A, Economic Effects

No advorse economic consequenccs will ;"esult fr om US failure to'?frazlt ad-.
dltlonal aid to the P‘ullpplneo ’ prov1ded that the Philippine Govermment insti-
" tutes needed fmanual reforms, However, if the Philippine Government fails to
adopt such .measures, there is a serious possibility that the US aid now author-
Jized will acco"\pllsh little in the way of Philippine ecconomic reconstruction

and development,

Be Polltlc 1 Effects - ' L

Some’ criticism of the US undoubtedly will result frbm the failure to grant -
additional economic.aid to the Fhilippines, especia;ly in view of the assistance
Eeing given other foreign countries, chever, this criticism will probably “

" not basiéally damhge P’hilippi:-“le—US relations. The granting of additional
vctordns" benefits to Philippine Army veterans woulrl. probably offset this -

source of ill will,

o Xo POSSIBIE EMERGENCY SITUATION WHICH SHOUID BE ANTICIPATED

.No emergency situaticn need be anticipated,
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1l July 1947

STATE-WAR-NAVY COORDINATING SUBCOMMITTEE
: - FOR_THE FAR EAST

DECISION ON-
COUNTRY REFORT ON THE PHILIPPINES

Note by the Seoretary

' .On 9 July 1947 the Subcommittee informally approved,
without change, the Country Report on the Phillppines dated
23 June 1947. Subject report was forwarded to the SWNGC

Special Ad Hoc Committee on the same date.

J. B. CRESAP,
Comdr. USN,
Secretary
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